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AT&T CORP.
AND ITS CONSOLIDATED SUBSIDIARIES

SCHEDULE II--VALUATION AND QUALIFYING ACCOUNTS
(Millions of Dollars)

Balance
at End
of Period

COL. A COL. B COL. C COL. D
Balance at Charged to
Beginning Costs and
Description of Period Expenses Deductions(a)
Year 1995
Allowances for doubtful accounts (b) ..... $ 611 $1,613 $1, 392

Reserves related to business

restructuring, including force

and facility consolidation (c) ......... $ 699 $1,712 $ 319
Deferred tax asset valuation allowance ... § 36 $ 109 S l6

(a)
(b)

(c)

Amounts written off as uncollectible, net of recoveries.

Includes allowances for doubtful accounts on long-term receivables of $49
$52 and $35 in 1997, 1996 and 1995, respectively (included in long-term
receivables in the Consolidated Balance Sheets).

Included primarily in other current liabilities and in other long-term
liabilities and deferred credits in the Consolidated Balance Sheets.

$2,092
$ 129
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TCG BUNDLES LONG DISTANCE SERVICE FOR
ITS LOCAL TELEPHONE CUSTOMERS TO
SATISFY DEMAND FOR ALL SERVICE/ALL
DISTANCE CARRIER

TCG offers "one-stop shopping" for local, Internet and
long distance service

FOR IMMEDIATE RELEASE

New York, NY -- Teleport Communications Group
(TCG//NASDAQ: TCGI), the nation's largest,
facilities-based, competitive local phone company, today
announced the availability of its new long distance service,
PrimeDistance , that will be packaged with TCG's
telecommunications service offerings making TCG an all
service/all distance carrier.

"TCG's latest offering is in response to increasing demands
from businesses for a single supplier of a complete range of
local, Internet and long distance services on a national
basis," said Bob Annunziata, Chairman, President and CEO
of TCG. "TCG can now provide volume discounts on
high-quality local, regional toll, national and international
long distance and 800 service, all on one bill."

Annunziata noted that PrimeDistance will be available to
TCG's local telephone service customers initially.
PrimeDistance is TCG's first step into the long distance

market -- a market worth approximately $50 billion
nationally.

http://www.tcg.com/tcg/media/PRarchives/ldroll.html
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"If businesses are satisfied buying a-la-carte services, TCG
will, of course, continue to market its broad suite of services
on that basis," said Annunziata. "TCG fully understands the
convenience and pricing benefits that drive one-stop
shopping requests from many of its customers, however."

Stressing the company's overall commitment to customer
service, Annunziata said: "TCG is listening to its customers
and quickly responding to the needs of a dynamic
marketplace. It's what we've always done; it's what we do
best.”

Annunziata also noted that through substantial expansion of
its own fiber-optic networks, TCG will be able to use its
own network for long distance traffic.

For example, TCG's Northeast Corridor network will enable
TCG to keep a greater portion of its PrimeDistance traffic
on its own facilities. TCG's Northeast Corridor will connect
southern New Hampshire to northern Virginia. This corridor
is generally regarded as holding the highest concentration of
telecommunications traffic in the nation.

PrimeDistance is available to TCG customers in the nation's
top 24 markets: New York, New Jersey, Boston, Marlboro,
Providence, Baltimore, Cleveland, Chicago, Hartford,
Dallas, Detroit, Houston, Los Angeles, Pittsburgh, San
Diego, San Francisco, Seattle, South Flonda, Philadelphia,

Indianapolis, Milwaukee, Denver, Phoenix and Washington
D.C.

Typical PrimeDistance features will include: national and
800 services, international long distance, directory
assistance, complete operator services and tailored biiling to
reflect actual minutes of use -- the more minutes of use, the
more you save. TCG 1s the nation's largest provider of
competitive local telecommunications, long distance and
broadband wireless services for information-intensive
businesses in 57 major markets. TCG is currently in the
process of developing eight new networks.

Copyright ©1997-8 Teleport Communications Group Inc.
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We should look at what’s proposed, what’s in develop-
ment, and what the implications are for regulating this in
the larger international environment. . .We don’t know
what kind of services can be offered based on these evolv-
ing platforms.”
America Online, Inc., applauded the FCC’s confir-
mation of the distinction between telecom and informa-
* tion services. But it cautioned that classifying the new
IP-based telephony services as telecom services “could
slow innovation in those new services.”

Internet Access Coalition co-Chairman Rhett
Dawson urged “caution. The competitive Internet indus-
try must not be threatened by regulations designed for a
noncompetitive marketplace.”

The FCC'’s report to Congress didn’t initially im-
press Jeff Pulver, president of pulver.com, Inc. Along-
time IP industry advocate who in a recent letter to Vice
President Al Gore Jr. recommended that the govern-
ment create a separate commission to consider Internet
regulation issues (TR, April 13), Mr. Pulver told TR in
an April 13 interview that he was generally disappointed
by the report.

FCC Chairman “Kennard comes across as a telecom
lobbyist,” he said. The FCC, in Mr. Pulver’s opinion,
doesn’t understand the IP and, therefore, offered “stupid
regulation” for an industry it does not comprehend.

~ “What I'm looking for is intelligent regulation. It's
clear. . .that the same cannot be said for the FCC,” he said.
He said he would continue to try to get Mr. Gore’s atten-
tion on the issue, but he wouldn't say what his next move
would be in that regard.

Mr. Pulver’s letter to the vice president also was signed
by the heads of IDT Corp., VocalTec Communications,
and ITXC, Inc. It called for a commission to study IP
technology and suggest “appropriate” regulation fo_r the
emergmg industry. -

“.In an April 15 news release from tthON Coalition,
lmvever M. Pulver said the coalition, which he founded,
was*pleased that the Commission did not take a prema-
ture position on the legal classification of Internét voice
applications. It is important to the: economy to keep the
UsS. in the lead in technology. s

"2 ) -

 tion and thany members of Congress, have recogmzed
fhe value of the ] Tntérnet and these applications in main-
Us. leadershxp "hesaid. -

Lo The ‘ON'CoaJmonwasfoundedtwoyeatsa'géasén

“There are many developing solutions for IP telephony. -

- VocalTec Commumcauons Inc. - R

“The FCC, as well.as the Clinton/Gore administra,

L

advocate against efforts to regulate. Intemet services (TR,

March 25, 1996).. The coalition’s board inchides repré-
sentatives of Cisco Systems, Inc., Dialogic Corp., Intel
Corp., Lucent Technologies, Inc., Miérosoft Corp:, and

Sprint: MCl-WorldCom Deal May
Spark Internet Consolidation

If regulators allow MCI Communications Corp. and
WorldCom, Inc., to consummate their planned merger
without divesting one of their Internet backbone holdings,
other carriers in the Intemnet backbone business likely
would have to consider merging as well, according to
Sprint Corp. officials.

At a Washington press briefing last week, John Hoff-
man, senior vice president-external affairs, said the com-
pany didn’t oppose the proposed merger of MCI and
WorldCom outright. But he aired concerns about the pros-
pect of the merged company’s controlling about 60% of
domestic Internet backbone traffic (7R, Jan. 12 and March
16). Sprint now is one of about “five or six players” with
approximately equal market shares in the Internet back-
bone business, Mr. Hoffman said.

Allowing the combination of the Intemet backbone
assets of MCI and WorldCom would “force us to do
something,” said Mr. Hoffman. “Either we’ll have to
get bigger or get smaller. . .We’ll probably get bigger.”
If regulators “don’t like that prospect” of incréased consoli-
dation, “they d better stop it now,” he said.

The press briefing was held as Sprint executives met
in Washington with FCC Commlssmners and their staffs to
discuss the status of compctmon in focal exchange rmrkzts

Richard Devlin, Sprint’s general counsel and execu-
tive VP-external affairs, said the company told the FOC
that it was “doing a good job” in evaliating. Bell com-
panies’ bids to provide in-region interLATA (local access
and transport area) services. Despite:thé political pres-
sure to approve a Bell company application to provide the
services, the FCC “has to hang inand dothe nght thmg,
hesald. o N T

- :Mr. Devlm added that Sprmt would announce’ “rela-
tively shortly” its plans for launchmg competitive local
excharige carrier (CLEC) operations targéfiiig markets
served by other incumbent local carriers. ' (Sprint owns
and operates incumbent telephone companies in .19 states.)
Regarding its CLEC venture, Mr. Devlin said only that

. Sprint was. considering ‘‘alternative plans.that could pro--
. vide an economic solution’\ to entering local exchange mar-
. kets while ‘differentiating™:it from other carriers.*/ .{TR)

[ Ty T ot
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Editor's note: Download our online brochure.
FOR RELEASE TUESDAY, MARCH 3, 1998

AT&T proposes bold new initiatives to eradicate slamming

Recommends tough, uniform anti-slamming measures be implemented nationwide

NEW YORK -- AT&T today announced it has undertaken bold new initiatives to eradicate
"slamming," the fraudulent practice of switching consumers from their preferred communications
company without their consent.

"We want to eliminate slamming from our industry and are taking the steps today to do so," said C.
Michael Armstrong, AT&T's chairman and CEO. "We will work to preserve choice by doing what is
right for consumers.

" As the industry leader, we have zero tolerance for slamming," said Armstrong. "That is why we are
also announcing today three tough new measures to ensure that our own house is in order."

* AT&T will voluntarily and unilaterally suspend the use of outside sales agents for consumer
marketing efforts at local community events. AT&T has discovered that these vendors
generate an unacceptable level of complaints. The company will not resume use of these

vendors until we are comfortable that they can meet AT&T's zero tolerance policy toward
slamming.

* AT&T has established a slamming resolution center 1-800-538-5345 to provide dedicated
service representatives 24-hours a day, seven days a week to resolve any consumer slamming
complaints involving AT&T. The center is committed to resolve most consumer slamming
inquiries on the first call and any that require further investigation within three business days.
The center's capabilities will be expanded to handle business customer slamming inquiries on
April 1.

* AT&T will charge companies that resell our network facilities for the cost of handling each
valid customer slamming complaint they cause. AT&T will also step up its monitoring of

those companies' marketing practices to ensyre that they are not misrepresenting themselves as
AT&T.

"These extra steps, which go above and beyond current industry practices, will give consumers an

added level of protection. We believe our entire industry should take this approach as well,"
Armstrong said.

Public policy makers in Congress and in the states have been increasingly concerned about
slamming. AT&T hopes its actions today will be constructive as Congress continues to address this
issue. That's why AT&T is calling on the FCC to use the authority Congress gave it in the 1996
Telecommunications Act to put in place the following industry-wide safeguards:

http://www.att.com/press/0398/980303.csa.html 4/8/98
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* The requirement that all changes in local, local toll, and long-distance service for residential
customers be verified by an independent third party before they can be processed. This
verification now occurs only when communications companies call customers to solicit their
business. AT&T is proposing that verification also take place when customers themselves
initiate the call, submit a signed form requesting a change in service, or agree to have their
service switched while attending a local event in their community. AT&T will begin to
develop the systems and training necessary to implement third-party verification on all
residential carrier changes, following FCC adoption of nationwide rules.

» The implementation of stricter anti-slamming rules for the communications industry,
including rules involving compensation to companies whose customers have been slammed.
We propose a stiff carrier-to-carrier penalty of $1,000 per valid slamming incident.

* The tightening of FCC rules on third party verification to prevent unscrupulous carriers from
using scripts that mislead customers as to the identity of the carrier actually soliciting their
business. .

* The elimination of local telephone company control over the processing of changes to local,
local toll, and long-distance communications services. This could be accomplished by setting
up an independent company to handle such changes. This measure will take service change
activities out of the hands of the local telephone companies, which have a vested interest in
maintaining their monopoly position.

Since the early 1990s, AT&T has been in the forefront in condemning slamming and finding ways to
eliminate this industry problem. Based on the most recent FCC studies, the company's performance
is the best in the industry. AT&T has also coordinated several consumer education campaigns on
slamming over the last decade that has reached consumers in eight languages.

Editor's note: AT&T Chairman and CEO C. Michael Armstrong will hold an audio news briefing at 11:00 a.m.
EST today. Reporters in the United States wanting to join the teleconference can call 1-800-260-0718. B

at 1:30 p.m. EST today, a rebroadcast of the audio news briefing will be repeated for 48 hours at 1-800-475-6701,
access code 381490.

For more information, reporters may contact:

Karyn Vaughn-Fritz
908-221-7974
kvau att.com

Ruthlyn Newell
908-221-2737

ruthlyn@att.com

For information about services AT&Tamp;T offers, customers should visit:

AT&Tamp:T Business Services
AT&Tamp:T PrePaid Card Center
AT&Tamp:T Online Consumer Catalog
Telecommunications and Public Policy

}(E\;WORDS: competition, long-distance, fcc, telecommunications_act, consent, verification,
rau

~
ATZT News Online | Press Archive | AT&T Newsroom | Search Press Archive | Customer Service | FAOs
AT&T News Online Section Editor / Rita. T. Ullrick@att.com

http://www.att.com/press/0398/980303.csa.html 4/8/98
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Comihercial Impact Uncertain
‘l-;RENCH SPACE FIRMS TO FORM JOINT VENTURE UNDER THOMSON RESTRUCTURING PLAN

for state-owned defense electronics company Thomsofi CSF that
would result in new entity combining Thomson, Alcatel Espace & Defense and Aerospatiale’s satellite manufactur-
ing business. Joint venture would pursue military and commercial contracts, Alcatel spokesman in Paris said Tues.,
but precise impact of transaction on commercial markets won’t be known until after new year. He said govt. and
Thomson will retain 30-35% of new company, Alcatel about 20%, Aerospatiale about 10%, and public markets re-
maining 30-35%.

. from Les Mureaux hq, said govt. outlined terms of deal, but industry
still needs to work out details. "The next step will be for the companies to negotiate the industrial setup.” She said
companies need to determine value of each other’s contributions. "The government has announced what it wants to
do, now it’s a matter of resolving the business issues," she said. Matra Marconi also had bid to be partner of restruc-
tured Thomson. With Alcatel joining up with Matra rival Aerospatiale, observers say Matra couid be forced to go
outside Europe (possibly to Loral) for satellite payloads.

Alcatel will be free to choose contractors besides Aerospatiale for satellites, Alcatel spokesman said. "This is not
an exclusive partnership,” he said. Alcatel constructs satellite payloads, while Aerospatiale builds satellite buses at

its facility in Cannes and Matra in Toulouse. Alcatel is expected to be named prime contractor in SkyBridge project,
but spokesman said that doesn’t mean Aerospatiale will be selected automatically to build consteilation. Loral,
which manufactures spacecraft in Cal., also is investor and partner is SkyBridge project.

b

A whi , will result in stronger Thomson, as well as stronger partners, Al-
catel spokesman said, especially for defense applications. Commercial telecom activities and potential new business
"needs to be evaluated,” he said. "It’s premature to say how this will work out.” Joint venture would have advantage
of combining Thomson'’s ground station capabilities, Alcatel’s payload expertise and Aerospatiale’s Eurobus space-
craft in one company, Aerospatiale spokeswoman said. "The objective is to make the companies more competitive.”
Source in French govt. said decision was based more on military needs than commercial considerations. “The [So-
cialist] government thinks the military is more important than the commercial sector," he said.

Ameritech Profits Rise
SPRINT PROFITS FALL 32% AS GLOBAL ONE AND PCS COSTS CONTINUE TO EXPAND

Sprint 3rd-quarter profits dropped 32% as share of losses from Global One joint venture and PCS partnership ex-
panded significantly, offsetting increased long distance volume and local access growth, company said Tues. Sprint
management also disclosed wide-scale review of Global One operations, with partners Deutsche Telekom and France
Télécom, which executives said should improve operating expenses. Sprint also said it halted "active marketing" of
competitive LEC (CLEC) services in Cal. until regulatory issues are clarified. Ameritech said profits rose sharply on
"vigorous" customer demand and double-digit increases in cellular, paging, access min. of use.

Sprint income plunged to $211.7 million (49¢ per share) from $312.4 million (72¢) year earlier, with Global One
and PCS losses increasing to $227.9 million (-35¢) from $71.8 million (-10¢). Losses from other new businesses
also hurt profits, company said. Wall St. analysts had expected Sprint to hit 51¢-per-share mark for quarter, based on
First Call consensus. Revenue increased 7.9% to $3.79 billion from $3.52 billion. CFO Arthur Krause said Global
One losses are expected to continue for up to 18 months. Current review, he said, "will result in infrastructure im-
provements and lower operating costs.” Unit had $280 million in revenue in quarter but "bottom line progress fell
below expectations,” he said. Losses increased to $41 million from $24 million last year.

, Krause said, with first phase of network -- covering 65
markets -- scheduled for completion by year-end. Costs to acquire subscribers and revenue per subscriber "were
within our range of expectations,” he said, but he reserved further comment until after 4th quarter, when demand in-
creases. Build-out costs also "met expectation,” he said. Share of losses was $187 million vs. $136 million in 2nd
quarter this year as costs to acquire customers and expand coverage area increased. "We will see another significant
increase... in dilution from PCS in the 4th quarter,” he said.

Core businesses improved. with long distance call volumes increasing 14%, revenue 8.1% and access lines 5.6%
to 7.4 million, company said. Long distance revenue reached $2.25 billion from $2.08 billion as residential, small
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and large business segments posted "outstanding performance"” in quarter. Gary Forsee, pres., Long Distance unit,

said some growth in international traffic reflected end of Fridays Free promotion in some markets, although program

remains popular for many U.S. companies. Data traffic increased 6% from last year and company is on track to have
 80% of traffic on synchronous optical network by year-end.

illion as access lines and new vertical network service revenue in-
creased. Mike Fuller, pres., local unit, said revenue from enhanced services, such as caller ID, jumped 25% from last
year, and access min. of use rose 7%. FCC access reform order issued July 1 cut $8 million from local unit revenues
in quarter. Toll revenue fell $17 million in year, reflecting $15-million reduction from shutdown of United Tele-
phone long distance operation, Fuller said.

int’ . CLEC operations have been suspended, Krause said, "until such time" as
rules for resale and unbundled network elements "become clear” and company considers "economics” to "support
mass. marketing” of CLEC services. "We are gaining valuable information about customer preferences from about
20,000 residential resale users," he told analysts in conference call. Company continues to operate with existing cus-
tomer base, he said.

Ameritech Profits Rise

Ameritech profits increased 18.1% to $613 million ($1.12) from $519 million (94¢) year earlier, but results in-
cluded $37 million (7¢) after-tax gain from sale of 12.5% interest in Sky Network TV of New Zealand. Without
gain, income rose 11% to $576 million ($1.05) and exceeded Wall St. forecasts of $1.04 per share. Revenue gained
7.6% to $4.01 billion from $3.72 billion. Company didn’t break out revenues by segment, although it reported in-
creases of 3.3% in access lines to 20.2 million, 11.6% in network access min. of use, 30% in cellular subscribers to 3
million, 34% in paging customers to 1.4 million.

"e

," Chmn. Richard Notebaert said, and company has expanded in security moni-
toring and cable TV to satisfy customers. In cable TV, he said 53 franchises in Ill., Mich. and Ohio have reached
communities with 2.2 million residents and are signing up one of every 3 households where service is offered. Secu-
rity monitoring business also has expanded with acquisition of monitoring assets from Republic Industries and Rol-
lins Inc. SecurityLink has one million customers in 92 U.S. cities, company said. Construction expenses in quarter
were $652 million vs. $657 million last year, but for year increased to $1.83 billion from $1.68 billion.

COMMUNICATIONS PERSONALS

Patrick Vien promoted to pres.-COO, N. American TV... Lee Lam, ex-Pacific Star Communications, ap-
pointed COO, Millicom International Cellular... Larry Wasielewski, ex-Wedgestone Automotive Corp., named
pres., Integrated Wireless & Digital Vehicle Aftermarkets Products, new unit of Applied Cellular Technology...
Kevin Brauer advanced to pres., national integrated services, Sprint, succeeding Wayne Peterson, retired...
Charles Stees, ex-Lockh:cd Martin Telecommunications, appointed vp-CFO, Lockheed Martin Intersputnik...
Paul Haggerty, ex-American Sky Bcstg., becomes exec. vp-CFO, Fox TV... Ed Ely promoted to dir., access net-
works business unit, Siemens Telecom Networks... Lewis Wilks, ex-GTE Communications, appointed pres., busi-
ness markets, Qwest Communications... Donald Steely, ex-Alltel Mobile, joins SpectraSite Communications as
vp-industry relations; Thomas Mackiewicz, ex-SBA Communications, named regional vp-sales; Donald Ander-
son, ex-Nynex, named vp, SpectraSite Development, Tower Construction Div... Paul Gremaud, ex-MCI, ap-
pointed vp-sales, American Mobile Satellite... Norman Kwong promoted to vp-technology, Ortel... Robert
Stengel, senior vp-programming, MediaOne, resigns at year-end after deciding not to relocate to Denver from Bos-
ton (CD Oct 8 p9)... Patrice Glenn, ex-Lucent Technologies, appointed dir.-employee communications & corporate
affairs, NBC... Tom Doerr, news dir., WPLG Miami, elected chmn., ABC Affiliate News Dirs. Advisory Board...
Changes at TBS Superstation Research: Andrew Miller, ex-KTXH Houston, named project mgr.; Jane Glasgow
and Angel Cretegny promoted to senior project mgrs... George Gerbner named Bell Atlantic Prof. of Telecom-
munications, Temple U... Gayle Garrett, ex-KSWB-TV San Diego, becomes sales mgr., KBHK-TV San Fran-
cisco... Alfredo Duran, pres.-publisher, Exito magazine, appointed vp-managing dir., WYHS-TV Hollywood, Fla.,
Miami, Nov. 10... Cornelius Brosnan, vp-strategic planning, Sprint PCS, appointed to board, American Technol-
ogy Corp... Eileen Murphy, PR dir., New Yorker, rejoins ABC as dir.-media relations, ABC News, Oct. 20... FCC
Events: Comr. Ness addresses Wall St. Journal Technology Summit Oct. 15 (today), Marriott World Trade Center,

N.Y., 12:30 p.m.; Commission holds N. American Numbering Council meeting Oct. 21, 1919 M St. NW, Room 856,
8:30 a.m.-4:30 p.m.
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MCI PRESS RELEASE

"LOCAL PHONE MARKET REMAINS MCI'S NUMBER ONE

STRATEGIC OBJECTIVE FOR 1998 AND BEYOND"
01/22/98

Jamie Depeau FOR IMMEDIATE RELEASE
MCI
1-800-644-NEWS

LOCAL PHONE MARKET REMAINS MCI'S NUMBER ONE STRATEGIC
OBJECTIVE FOR 1998 AND
BEYOND

MCI WorldCom Merger Best Way To Fulfill Promise Of The Telecom Act

WASHINGTON, DC, January 22, 1998 -- MCI President and Chief Operating Officer
Timothy F. Price today announced MCI will focus its resources and investment
into the local phone market exclusively through a facilities-based approach.

"We'll go with the only business case that makes economic sense," said Price.
"We'll build facilities to businesses first - then leverage those switches to
provide local service to residential customers where it's possible and where
local loops are affordable."

In an address to members of the National Press Club discussing the changing
telecom climate since the passage of the 1996 Telecommunications Act, Price said
, "spending money on resale, or where network elements are overpriced, is not an
investment. It's throwing money down a rat hole."

Price added that as long as the current regulatory environment continues, MCI
will not offer resale service to any new residential customers. He reaffirmed

however that MCI will continue to service its current base of local residential
customers.

http://www.mci.com/aboutyou/interests/publicpol/press/980122 . .shtml 6/3/98
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Price described the MCI WorldCom merger as the best way to fulfill the promise
of the Telecommunications Act of 1996 and bring to all Americans choice for
their local phone company.

"Our proposed merger with WorldCom is the very best hope for competition in the
local market because it increases our speed and ability to bring local
- competition to business and residential customers,” said Price.

Price called for an end to the incumbent monopolies' egregious overpricing of
resale and network elements. He said the monopolies have garnered huge profits
from local networks bought and paid for by captive local phone customers who
have no choice but to enrich local monopolies' coffers.

"The problem isn't that local service is an unprofitable business," said Price.
"It's terrifically profitable for the local monopolies who enjoy those 40-plus
percent margins. However, they've managed to ensure that the business is not a
profitable one for new entrants, who don't have government protected territories

, who don't have guaranteed revenue from access charges and can't charge
exorbitant one-time fees."

Noting the upcoming second anniversary of the Telecommunications Act, Price
emphasized that "the Telecommunications Act can't be successful until new
entrants can be successful in local markets."

Price said one of the most important reasons MCI agreed to merge with WorldCom
was the ability to expand the company's reach into the local phone market. Upon
completion of the MCI WorldCom merger, MCI's local presence will triple --

bringing from 31 to 100 the number of markets the merged company will be
facilities-based.

"WorldCom is the ideal partner for a company determined to become the number one
competitor in facilities-based local service," concluded Price. "The approval

of the MCI WorldCom merger will be the first real step to genuine competition in
local markets."

Copies of Price's remarks can be obtained through MCI's News Bureau, 1-800-644-
NEWS.

MCI, headquartered in Washington, D.C., offers the industry's most comprehensive
portfolio of communication services. With 1996 revenues of $18.5 billion, MCI
ranks as one of the world's largest telecommunications companies. MCI is also

the world's second largest carrier of international traffic and operates one of

the world's most advanced Internet networks. Since its founding in 1968, MCI

http://www.mci.com/aboutyou/interests/publicpol/press/980122 .shtml 6/3/98
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has been a leader in bringing the benefits of long distance competition to
businesses and consumers and is now leading the charge to open U.S. local
calling markets to competition. On November 10, 1997, MCI announced a

definitive merger agreement with WorldCom, Inc. to form a new company called MCI
WorldCom.

##

- .:

Copyright 1998, MCI Telecommunications Corporation. All Rights Reserved. The
names, logos, taglines and icons identifying MCI's products and services are proprietary
marks of MCI Communications Corporation.
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TELEPORT COMMUNICATIONS GROUP INC. BSUES
COMPLETES THE MERGER WITH ACC CORP.  pnanicrss

i
For Immediate Release AREAS WE
Dayton, N.J. April 22, 1998

: CONTACTUS
Teleport Communications Group Inc.("TCG") CAREER
(Nasdaq/NM:TCGI) announced the completion of the OPPORTUMITIES
merger with ACC Corp.("ACC") (Nasdag/NM:ACCC) HOME

effective today. ACC is a provider of competitive
telecommunications services in the United States, Canada
and Western Europe with annualized revenues in excess of
$452 million and total assets of over $328 million.

The merger was a stock-for-stock transaction with an
exchange ratio of 0.90909 of a share of TCG stock for one
share of ACC stock. The total value of the transaction is
approximately $1.1 billion.

"We are very pleased to have executed this merger on such
a timely basis and we welcome ACC to the TCG family,”
said Bob Annunziata, TCG’s Chairman, President, and
Chief Executive Officer. "This compelling strategic business
combination will significantly strengthen the competitive
position of both companies and broaden TCG’s presence
domestically as well as internationally. The completion of
the merger brings TCG’s metropolitan statistical service
areas (MSAs) to 82 from 65 at year-end 1997. TCG and
ACC have made significant progress in integrating our

htin/furany teo comlteo/media/MPR current/aceclnce himl 6/3/08R
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teams to ensure a smooth transition, and we expect to
continue with our entrepreneunal culture, commitment to
our customers and excellent financial performance."

TCG is the nation’s first and largest provider of competitive
local telecommunications services, selling both fiber optic
and broadband wireless facilities to serve information

intensive businesses with an array of advanced voice, data,
video and Internet services.

This press release contains forward-looking statements that
involve risks and uncertainties detailed in the Company’s

SEC reports and registration statements. Actual results may
vary materially.

Copyright ©1997-8 Teleport Communications Group Inc.
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Figure 1

ID:7183554076

Revenue Reported on TRS Fund Worksheets
(Amounts shown in millions)

iLocal Service
Local Exchange
Local Private Line
Cellular, PCS, Paging & Other Mobile
Other Local
Total Local Service

mterstate & Intrastate Access Service

Long Distance Service

Operator (including Pay Telephone & Card} !
Non-Operator Switched Toll
Long Distance Private Line
Other Long Distance

Total Long Distance

Total Reponed Revenue

19021

$39,235;
1,049,
7.285!
1.687:
55.2561

29353@

9,465;
54,300}
7,783
4156
75,746

160.353§

$40,176:
1,088:
10.237;
8,002
59,503

30,832%

10,772
58,204
8,067
8392
82,625

PAGE

1993

1994 1985 1996

$42,245!
1,138}
14,293!

65.977!
32,750}

10,5391

60.819:
9,043;
4,078

84,478

$45.194.

18,759:
10,428
75.607.

33,911

11,170:
64.431:
9, 719:
4300
89.629:

$48,717:
1616
26,049:
86.924'

35,641"

10, 975'
71.467}
10,665

6.583:
99.691:

éPercentage of Revenue Reported as Interstate

:'El_ocal Service

Local Exchange
Local Private Line
Cellular, PCS, Paging & Other Mobile
Other Local
Total Local Service

§-f-lnters.tate & Intrastate Access Sefvice

Long Distance Service

Operator (ncluding Pay Telephone & Card) |
Non-Operator Switched Toll :
Long Distance Private Line
Other Long Distance

Total Long Distance

0.1%!
0.1%;
6.2%:
14.9%:
2.9%:

76.2%:
59.1%!
70.2%!
82.0%.
63.6%!

172,8603 183.214; 199,147 222,256

0.1%

0.1%:!:

6.0%:

14.0%:

3.0%;

72.9%:

65.5%:
59.9%
N.4%!
73.2%.
62.6%;

0.0%;
0.2%§
5.8%;

13.9%;
3.0%:

73.1%%

62.3%.
63.2%:
73.00;
74.6%!
64.7%!

0.1%
0.4%
5.8%
11.2%
3.0%

73.2%

61.6%;
64.8%
73.9%.:
75.8%'
65.9%.

| 0.1%}
6.9%!
5.3%!

11.8%;
3.2%

58.8%;
64.8%;
73.1%:
75.2%!
85. 7%1

Total Reported Revenue

443%

43.9%

44.0%;

43.3%.

42 5%!‘
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Note: Some data for prior years have been revised.
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10:31am EDT 5-8ep-97 J.P. Morgan Securities Inc. (FLAMNERY, SIMON (1-212) 648
TELEPORT COMM. G:&-JP: GAVE UPBEAT PRESENTATION AT JPM CONFERENCE: IRIMMING ESTS
September S5, 1597
J.P. MORGAR SECURITIES INC. - EBQUITY RESEARCH

SIMON FLANNERY (1-212) 6§48+8317
Marinx Yu (1-212) 648-9433

Telaporr Commmicarions Group, Inc. (Market Pexformex)
TRLEPORT GAVE UPRRAT PRESENTATION AT JPM HIGH YIELD CORFERENCE; TRIMMING

ESTIMATES

Earnings Pexr Share FV/EBITDA
TCEI S52-Wk 2 mmmmmmme—mm———————= | ————wmseeeee MkCap
9/¢ Rge 12/96 12/97 12/98  3Q/97  30Q/96 12797 12/98E Yld ($MM)
;;;-00 54;-21 {50-86A (1.26)E {1_70)8 (0.33)B (0.21)A 194 81 -- 6,427
Previocus {1.21)E (1.65)E (0.31)E

Note: 1996 figuwras are on a3 pro forwa bagis,

Teleport's CFO John Scarpati made a presentation at J.P. Moxgwn's 1997
Glodal Righ Yield Conference in New York yesterday, Septesbexr 4. The
vpbear presentation confirmed our view that Teleport is one of the best
positioned CLECe. The content of the presentation focused o the

company's wany market opportunities in the U.S. telecom industry.
Managsment believes that logal switched services will concime to be
Teleport ‘s primary socuzrce of growth and expects both revenuves and EBITDA to
continue thelr rapild expaasion. Teleport recently cowpleted its
acquisition of Bastern TelelLogic (2 Philadelphla-based CLEC) and CRRPnet (a
Tier 1 Intermnet scrvice provider). and is in the process of finalizing its
soquisition of BizTel (a 3B GHz CLEC). Telepoxt plaus to expand irs
provisioning of Internat services to more cities and is expected to roll
ocut its long distance services in the secand half of this year, further
fueling growth. However we are loweritg cur 1997 EPS estimatas to

$(1.26) from $(1.21) axd ocur 1998 EPS estimates to $(1.70) £rom £(1.85) to
reflect the dilutive impact of such new service initistives. In spite of
the xogy prospects, we continne to believe that the stock's currrent
valuation fairly reflects the company's strengths and opportunities.

We therefore maintain our MARRET PERFORMER rating on the stock. There

could be further upeside to the current stock price oo Teleport's taksout
potentiay.

Notable highlights ©f the presentation included:

Local switched sexvices continue to ba majox growth driver -
Management expects local switched services to accomt for about S0% of
Telepoxrt's total 1998 revemues, wo from the estimated 433 in 1997. To
capture thig tremendous mmrket opportuniry, Taleport has been i

its geogxephic covexage, leveraging the use of both fiber and wirzeless
technologies, and wsing variocus marketing sond distribation achannels. The

-- PIRST CALL - ON CALL --
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company has been moving "down warket® and maxkesting to small srd medium-
sized businesses, thereby expanding the size of its addressable market.
Also, the bulk of Teleport's 202,000 access lioes is oo-net, providing
superior mergins than resale/unbundled loops. We believe that Teleport is
well-positioned to capitalize on tha many xXevenue opportunities in the
increasingly derequiated local sarket.

Lauwnck of long distance services - Telspoxrt plans to lamch service

in the sacond bhalf of this yexc. Such sexvices will be rargeted primarily
to small axi madium-sized businesses that prefer to purchase integrated
telecom services. The introduction of long distance cervices makes
strategic gensc since it not ¢aly zowxls ocut Teleport's service portfolic
and adds a highly complementary product to its current offeringg, but also
belpe to better leverage the company's netwoxi asdets. Teleport is
expected to provide long distance services mlong its own facilities within
regions vhere itg networkg axe robustly cxmected. These regions include
the ¥ Corridoxr, ranging from New Hampshire to Virginia, the regions
between, Log Angeles and San Diege, and between Milwaukee and Chicago.
Other loag haul service will be provided oo a resale basis.

Recent acquisitions add new products and sexvices - The acguisition

of Eastern Telelogic completed Teleport's NE Corridor strategy, allowing
Teleport to conmect its networks from Mew Hampshive to Vivginia. Teleport
algo recently added Intermet services to its producr offerings through its
adquisition of San Diego-bagseld CERFnet. Teleport has launchad CRRFnet's
Internert services in 18 citieg, bringing the rotal nuaber of cities served
to 22. Telepcrt plams to roll out its Internmet services to ite other
markets. Separately Teleport is in the process of acguixing the remaining
51t of BizTel thar it did not already own. The 38 GHz wireless local
access technology provides an alternative to f£iber for local loop bypass.
BizTel currently serves approximately 206 geographic avees. The
acguisition should provide Teleport with several advantages: 1} broaden
Telepoxt's network coverage, 2} re&duce the dependency on incusibent LECs
for local access, 3) increase time to new markets, 4} lower capital

requirements than network construction, and 5} provide greater penetration
in existring markers.

Solid fiocaacial posirion contimies toe support high capex requirements
- Teleport has one of the best financial positions in the sector, giving
it significant competitive advantage over its peers. Teleport is the only
CLEC with positive EBITDA and an EBITDA level rhar covers cash interest
expense. At the end of 2Q/97. the company bad $470 million of cash on
hand and had a combined debt and equity capitalization of $1.883 million.
Teleport algse recantly increased its bank facility to $400 wmillion frow
$250 million. The bank line was obtaioed using Teleport's New York
operation. Tbe New York operation, which iz the company's flagship
narker, is currently positive in EBITDA, operating income, and earnings,
and is expected to turn free cash flow positive by the end of 1997. The
New Toxk operaticn accounted for about 35% of Teleport's total revenues in
2Q/97, dowm from 52% in 20Q/96. The lower percentage reflects the
ineweasgingly diverse geogvaphic coverage of the company. Such a solid
financial positica supports tha COUPANY'S AgoIeSGive capex plans.
reiterated that capiral spending would be about $500 milliom in
1997 and $800-600 million in 1998. Roughly 60% of these amounrg would be
success-based, with the remaining 40% deployed in the expansion of both

-~ FIRST CALL - ON CALL --
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svitched and Intarnet sexvices. The company is expected to add five
switches to its existling 30 by the end of the year and to add about 1,000
route miles of Liber pexr year. In additiom, Teleport plans ro add eight
to 10 markets eack year to ites existing 65 wmarkets. Management hopes to
ingrease coverage to a total of about 100 marketvs.

Pixst Call Coxporatiom - all xights reserved. 617/345-2500
->» BEod of Note <-

~- PIRST CaLL - ON CALL --
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Y DEPARTMENTOFJUSTICE

) , Antitmst D‘Visbﬂ o -
| 'FEDERAL THADE coﬁuss'stoﬁ""
X sz Horlzomal Merger Guidelines
- AGENCIES: Depariment of Justice -

.*.<" Antitrust Division, and Fedéral Trade
: -:Commlssxon o

o smm Tlus nohce announces the
. joint release by the Department and the
- . Commission of the 1992 Horizontal
.- Merger Guidelines, updating Guidelines
T .- issued by the Department on june 14,
1984, (published in the Federal Register
June 29, 1984 {49 FR 26823)) and the
Commission's 1982 Statement i
j Concemmg Horizontal Mergers
- (reprinied in 4 Trade Reg. Rep. (CCH)
113.200). The Guidelines have been
revised to clarify the Agencies’

- enforcement policy concerning
horizontal mergers and acquisitions
subject to section 7 of the Clayton Act,
seclion 1 of the Sherman Act, or section
5 of thie Federal Trade Commission Act.
The Guidelines describe the analytical
process that the Depaﬂmenl and the

- Commission will use in determining
- - - 'whether to challenge a horizontal

: merger or acquisition. Publication of the

" Guidelines is intended to assist:

' businesses in complying with the -

- applicable antitrust laws. -
* - DATE Issued April 2, 1992." -

;. ADDRESSES: Department of Justice, mth

' & Constitution Avenue, NW.,
Washingtori, DC'20530; Federal 'I‘rade

Commission, Sixth & Pennsylvenia -
" Avenue, NW,, Washinston. Dc msao

Dated:: September 1.1992. .
" Charles A. James, . -

Acting Assistant A mmey Geneml
kDeparunent of ]ustwe .

-+ . Janet D. Steiger, -
-,” Federal Dude Commmmn

-

: Coneeming’l—loﬂzontal

Merger . " Both the Department end.the:
. Guideliries. The release marks tbeﬁrat ' ve e

' ume that the two Federal agenmea that '

share antitrust enforcement jurisdichon o préaented aound fmmewmh.for }
. antitrast analysis.of mergers, but lh

have issued joint guidelinies: .

Central to the 1082 Depar!mentrof £y
Justice and Federal Trade Commissi n
Horizontal Merger Guidelines is
recognition that sound merger...

. enforcement is an essential component- .
- of our free enterprise system besnefitting . Nerger Guiidelines that proved'1o be * {

the competitiveness of American firms =
and the welfare of American consumers. -
Sound merger enforcement must prevent -
anticompetitive mergers yet avoid ;-
deterring the larger universe of -
procompetitive or competitively neutral
mergers. The 1992 Horizontal Merger -
Guidelines implement this objective by
describing the analytical foundations of
merger enforcement and providing. ~
guidance enabling the business .-
community to avoid antitrust problems
when planning mexFera :
The Department first released Merger

" Guidelines in 1968 in order to inform the

business community of the analysis
applied by the Department to mergers .
under the Federa) antitrust laws. The -
1968 Merger Guidelines eventually fell .
into disuse, both internally and-. - .
externally, as they were eclipsed by
developments in legal and economnc :
thinking about mergers.

In 1982, the Department released
revised Merger Guidelines which, "
reflecting those developments, depaned
dramatically from the 1968 version. -
Relative to the Department's actual
practice, however, the 1982 Merge

- :Guidelines represented an evolntionary

not revolutionary change. On the same-’

.date, the Commission released its ;»._»' :
. Statement Con l
. -Mergers highlighting the principa
.- considerations guiding
~ horizontal merger

Horizontal =

the Commissibn 5.
ting the’ comidenfb] :‘:‘t)and
no * erable weight" given
by the Commission to the Departmem'
1932 Mlmr Guidelines. . '
ent's current Merg

: Guidalines. released in 1984, refined and.,
clarified the analytical framework of the
1882 Marger Guidelines. Ahhough i

{uanopnmwrm-ndrmal " sm

Comnimonbdhved!hatthelr

: .‘varlons typea of supply n

W

—

improvements could be made to reﬂect

‘advances 'ge legal and economic. - *::
thlnking. 1992 Horizontal ‘Merger 4
'Guidelines. acwmpliah Ihis objective . i

:andalsoclarlfycm:inacpeeuohhe 3

* ambiguous or.wére intérpreted by _:'
‘obsérvers in ways that were. . . . i
inbonament with the actual pohcy oi' 1h
- agencies. .

~The 1992 Honzontal Mexger R
- Guidelines do not include a dmcusamn
“of honzontal effects from non-horiz
mergers {e.g.; elimination of specific ‘;’
_ potential entrants and competitive
problems from vertical mergers). Nenlm
. agency has changed its policy with -
““respect to non-horizontal mergers.
‘Specific guidance on non-horizon(al %
mergers is provided in section 4 of the
Department's 1884 Merger Guidelines;:

= read in the context of today’s revision:

. 1o the treatment of horizontal mergm
A number of today's revisions are’
largely technical or stylistic. One ; majc
objective of the revisionsis to -

strengthen the document as'an

- analytical road map for the evaluatior

of mergers, The , therefore, is
intended tobe bmden-neutral. withe

- . gk ennsﬁneburdenaofprooforbnrdm

.of coming forward as those standards
_"have been esteblished by the mﬂm l
. addition, the revisions prlncipally
address two areas. -

'The most signiﬁcant revision 0 the
Merser Guidelines is to exlg'ladin mowe
-clearly how mergers may 0 -

. adverse competitive effects and how
. particular market factars relate to tl)e
-analysis'of those effects. These - -

. mvi:ionaarefmmdinucﬂonzdthe

~Horizontal Merger Guidelines. The

second principal revision is to sharpe
‘the disﬁncﬁon between iha :mm1

amdardltheymmmhawi'
. ddyvhﬁedfaﬂulofm



, Mergersaremo ‘prospect -~ .
of financial gains: The' pouihlesonncu ;
" of the financial gains from mergers:
of - many, and the Guidelines doﬁot Rttemp
- to1denftify-all possible'somes 'of gatnin
. every merger. Instead, the Guidelines
. focus oni the oné potential source of gain
.>* thatis of.concern under theanmnmt :
 laws: market power. - . B
is that mergers. ihouldnot]:e permltted
+to create or enhance ms -
. , fa;ilitate&ts :bwﬂn e. M 0
. selleris the Yy p 1o
: .mamidxtd maintain prices above compeﬁtive )
" from historical -evidence ma ydep'mﬁ*’pa: an levels for a significant period of timé. .
" incomplete answer 10 thé forwa i }‘n some circumstances, a sole sellef {a* "
* looking inquiry of the Guidelines. = - monopohst"f&f a product with no good’
** Therefore, the Agency will app} thé substitutes can maintain a selling price
. standards of the Guidelines reasyonably that is above the level that would - . .
" and flexibily t0 the particular focts and ROV the market Were mm:‘w““;:m .
3 in some circumstances, w] =
cxrcumatances of each proj merger only a few firms account for most of the _

" o1 Pwposeand UnderlyingPolicy . sales of a product, thosefirms can .,
- Assumptions of the Guidelines - - exercise marke! power, perhaps even

“The Guide are dé primaii approximating the performance ofa = -
" to.articilate htl?::mrry‘tincflwfr:dmewmk ly . monopolist, by either explicitly or .
" the Agencyapplieo in determining implicitly coordinating their actions. )
. whether a merger is likely substantially ~ Circumstances also may permit a single-
to lessen competition, not to describe firm, not a monopolist, to excercise. :
S " how the Agency will conduct the - market power through unilateral or non- .
Pni.ling Division S lltigaﬁonof cases that it decides to coordinated conduct—conduct the -
POs u,,d.ﬂm qu, . bring. Although relevant in the latter - . success of which does not rely on the
motho . context, the factors contemplated in the  concurrence of other firms in the market
5% : \ Guidelines neither dictate nor exhaust  0r on coordinated responses by those _
s se Guidelinen outline the preaent the range of evidence that the Agency firms. In any case, the result of the - - -
rce t policy of the Department of ' must or may introduce in litigation. = exercise of market power is a transfer of -
the Fe:ieral Trade - Consistent with their objective, the . wealth from buyers to sellersora - -
A {the “Agency™) ooneemmg - Guidelines do not attempt to assign the ~ misallocation of resources. '
lm?l andmergers - burden of proof, or the burden of coming ~ Market power also encompasses the
% gect? section7ofthe  forward with evidence, on any abillty of a single buyer (a. .
Acts or On';li Ofth:f " . .- particular Issue. Nor dothe Guidelines  “monopsonist”), a coordinating group of
L'The;' o 920 gle Softhe . . attempt to adjust or reapportion burdens . buyers, or a single buyer, nota .
mevwork and m‘lbedﬁ ! ;a!;?ilyﬁa of proof or burdens of coming forward- - monopsonist, to depress the price paid
Nmatly ﬁ!edb;pt.i:e cstan . $ . asthose standards have been : for a product to a level that is below the
2 og mergers.+ B?s‘tency R established by the courts.® Insted, the ~ competitive price and thereby depress
I TgeTs. ating its PO“CY Guidelines set forth a methodology fm- output. The exercise of market power by
Fwvsc s 7. analyzing issues once the necessary buyers (“monopsony power") has-
= (ml;mm subject o section . facts ere available. The necessary facts  adverse effects comparable to those
+ Uhmm&l tiall may be derived from the documents and associated with the exercise of market
. statements of both the merging firms -~  power by sellers. In order {o assess
- and other sources. - .. -potential monopsony concerns, the-

- Throughout the Guidelines, the. Agency will apply an'analytical '
ana!ysis is focused on whether . ’ framework analogous to the framework .
‘consumers or producers “likely would”  of these Guidelines. . .

- take-certain actions, that is, whether the..  While challenging compentive)y
e ‘~.action isin the actor's economic - - harmful'mergers, the Agency seehb -
-+ interest. References to the proﬂubmty - avoid unnecessary interference withxhe .

clliltlinu Ipdlla .h. M"W Y
w"hﬂwhﬂuuﬂ : of certain actions focus on-economic . larger universe of mergers that are either
Trade Commission . - profits rather than accouming proﬁts : competitxvely benef‘cxal ‘or neuh-al in

- ‘Pormnﬂ!ﬁhnﬂmwnhWh : 'Sdlmﬂ&mrkelpowcr lla luun' o
efficiency and Tailure continues to reside wltl: the competition on dimensions oth:t th:?:rla.aneh as
. pmpomnh ‘of the merger. B " product quality, service, or innovation, .




* . : determining whether to challenge a

_exercise. - -
. -1/Market Deﬁniﬁon, Measurementand ’

'1 0 Overview' :

: - concentrated market, properly defined .-
- and measured. -Mergers that ejther do-
...mot's

- implnmenﬁng this ob}ective. however.
. ~ . .the Guidelines reflect the congmssional

. intent that:merger enforcement should -
- ‘interdict oompetitive problema in. their -
g ’:“'lncipiency Lo ,
The Guidelines describe the analyﬁcal
process that the Agency will employ in

T horizontal metger. First, the Agency
" ' adsesses whether the merger would .
- significantly increase concentration and

" resultin & concentrated market,-

’ properly defined and measured. Second,

7+ the Agency assesses whether the
. " merger, in light of market concentration
and other factors that characterize the

market, raises concern about potential
adverse competitive effects. Third, the
Agency assesses whether entry would
be timely, likely and sufficient either to
- deter or to counteract the competitive

- effects of concern. Fourth, the Agency

- assesses any efficiency gains that

reasonably cannot be achieved by the
parties through other means. Finally the
Agency assesses whether, but for the
merger, either party to the transaction
- would be likely to fail, causing its assets
" to exit the'market. The process of -
assessing market concentration,

" potential adverse competitive effects,

entry, efficiency and failure is a tool that

" allows the Agency to answer the

ultimate inquiry in merger analysis:

. whether the merger is likely to create or

enhance market power or to facihta(e its

: Conecntralion

: Amerger is unilkeiy to create or

enhnnce market power or to facilitate its .
/- exercise unless it significantly increaau ’

‘concentration and results imra-:

: icantly increase conoentmtlon

i-or do not fesult In a concentrated

-+ market rﬂinarily require no further SOk
'an;alis. &

yti
section ensures that the
‘of a merger within the context of

pouible consumer. responses. Snpply

- it is produced or 3
- hypothetical proﬁt-mmdmizing ﬁrm. not
. subject to price regulation, that was the. .

~ geographic

substitution factors—i.e., possible -

.. production responses—are conuidered

. elsewhere in the Guidelines in the

. :idenﬁficatinn of firms that parﬂcipate in

the relevant market and the analysis of .-,

entry. See sections 1.3 and 3..A market

is defined a:l 8 product ggroup lt:lf hich
roducts and a- phic area inw

it :?3 such thata - . -

_only present and future producer or - .
seller of those products in that area - .
likely would impose at least a “small

“but significant and nontransitory” -

increase in price, assuming the terms of
sale of all other products are held
constant. A relevant market is a group
of products and a geographic area that is
no bigger than necessary to satisfy this
test. The “small but significnat and
nontransitory” increase in priceis .
employed solely as a methodological .
tool for the analysis of mergers: it is not
a tolerance level for price increases. -

- Absent price discrimination, a
relevant market is described by a
product or group of products and a
geographic area. In deterniining whether

a hypothetical monopolist would beina

position to exercise market power, it is

- necessary to evaluate the likely demand

responses of consumers to a price
increase. A price increase could be
made unprofitable by consumers either.

--switching to other products or switching -
.to the same product produced by firms

o .other locations. The nature and

~ magnitude of these two types of demand

responses respectively determine the .
scope of the product market and the
market. '
'In contrast, where a hypothetical —

prices charged to different groups of .
buyers, distinguished, for example; by
their uses or locations, the Agency may

- delineate different relevant markets -
corresponding to each such buyer group '
~. Competition for sales to each such group. -

may be affected differently by
particular merger and m {e

_delineated by evaluating the demlnd

response of each such buyer

evaluates the likley eompeitiﬁve! impact  porevant market of this kind ia demibed .

'parﬁcipants may include othe

depending on their likely su
Tesponses: t:;"“nmnll bz o&g

a, "nnnll but slgnl.ﬂcant and - -

. -nontransitory®:price inmue. it likely o
-would enter rapidly into production or. ..

o
. sale of a market product in the market's - ;¢
area, without iricurring significant sunk
.costs of entry and-exit. Firms likely to : e
.. make-any;of these mpplyrupomesm
- considered to be “uncommitted’ entnnu
‘because their.supply response would ..
‘create new production or sale in the -
relevant market and because that - %
. -production-or sale could be quickly. .7

- terminated without significant loss:7. - ’

Uncommitted entrants are capable of -

making such quick and uncommitted = .

supply responses that they likely . -3
enced the market premerger would

"influence it post-merger, and B
_accordingly are considered as market :

participants at both times. This analyaia )
of market definition and market

. measurement applies equally to foreign 3

and domestic firms. Bk
If the process of market definition and
market measurement identifies one or
more relevant markets in which the
‘merging firms are both participants, then
the merger is considered to be ~
horizontal. Sections 1.1 through 1.5 -
describe in greater detail how product - -
and geographic markets will be daﬁned. ;

‘o

"how market shares will be calculated -

and how market concentration wﬂl be
assessed. iy ;

1.1 Product Market Defitiition
The Agency will first define the

f relevant product market with respect to
-each of the products of each of tha ~oo

merging firms.® .
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"Absent price discrimination, the

monopolist likely would discriminate iri .. Agency will delineate the product -
P 4 -7 markettobe a
.. products such
- maximizing firm that was the only
‘ present and future seller of those

ict or group-of
at & hypothetical proft

products (“monopolief”) likely would

. impose at least a “small but lwﬁmnt




:-.can be predicted with reaso .,
: reliability. Changes in price may be:=~.
predicted on the basis of, for example;-
.changes in regulation which affect price
either directly or indu-ectly by affecﬁng
.costs or demand. o

ct‘would be large enough
hetical monopolist woild n

[profitable to impose such ari <~ -

: 'in price; then the Agency will -
; h‘lhe product group the product: -

: - te f G
' the next-best substitute for the " being examined.1? In attempting to

g firm’s product.? . +.- ° .
 fonsidering the likely rencﬁon of :

Rysrs to a price increase, the Agency -

hke into account all relevant '~ ." .

. mcluding but not lumted to.'z .

] Bvidem:e that buyers have shifted -
bhave considered shifting purchases -
 products in response to relative
8 in price or other competitive
] blea; .
¥ ) Bvidence that sellers base busmess
ions on the prospect of buyer -
postitution between products in
ponse to relative changes in price or
T competitive variables; .
! 'l‘hs influence of downstream
petition faced by buyers in theu' '
ip t mnrkets and . -

e ﬁmlng and cdsts of smtchmg

: prioe increaw question is then
ted for a hypothetical monopolist .
the expant:ed product group..
successive iterations of
| price increase test, the hypothetical .
polist Mg:emam to pursue-
w therto
8 the prices of any orallofthe *
products under its control.
Prown will continue until & group

l!lnducu is Identified such that a - - .

cal monopolist over that group -
Pl'oducts Wmﬂd proﬁtably impose at =

ﬂ"cllidtlinu. ; “n;tl;eal'.

!h!
. h'd""‘,’:"“"m"""m“
unlimited quantities at constant prices,
m“‘b'“:m&uw-hc ofdivu:ronof
[ §
ory” "mm bnmz:ﬁﬁantmd

" likely future prices, absent the merger,

ée 10 However' the Agency ma

when changesin the prevaﬂingbrrice
na

In-general, the price for which an’

“-increase will be postulated will be' <=~ - -
.. =whatever is considéred to be the price of 7.2 Geogmpbzc Market Defmmon

the product at the stage of the industry. -

determlne objectively the effect of 2"
“small but significant and ' :
nontransitory™ increase in price, the

"Agency, in most contexts; will use a-

price increase of five percent lasting for
the foreseeable future. However, what |
constitutes a “small but significant and
" nontransitory” increase in price will .
depend on the nature of the industry,

" and the Agency at times may use a price

increase that is larger or smaller than -
five percent. E

112 Product Market Deﬁnition inthe .
Presence of Price Discrimination

The analysis of product market -
definition to this point has assumed that
price dxscnminauon—charging different
buyers different prices for the same *
product, for example—would notbe
profitable for a hypothetical monopolist.
A different analysis applies where price-

*. discrimination would be profitable for a
_hypothetical monopolist.

Existing buyers sometimes wm differ
sxgmﬁcantly in their likelthood of -
. switching to other products in response

to a “small but significantand -

S nontransltory" pnce increase. lfa o

“mmofuhohlloihupmdmmhld

»mmlhmwbmwmmnﬂa

- behavior of consumers. Movements ip the terms of
sale for other products, as may result from ﬁc
- bebavior of producers of those

ptoducu. :
accounted for in the analysis of onmpeﬂdv. eﬂccu -

and entry. See Sections 2end 3. -

11 For example, in & rbutwmnhﬂul.th
nlav-nlpricawuldbethcmﬂpduohmduu
1o consumers. 1 the case of & marger among

- pipelines, the relevant price would be the m‘!ﬂ-—&u
-price of the mmpomﬁau service, Tl oA

‘resell to targeted:
othetical monopolist wou
impose‘a ‘discriminatory price
ales to targeted biiy
 regardless of whethe: !
general incréase in price would cause

- such significant substitotion that the’

“‘price increase would riét be’ profitabl
. The Agency will consider'additional:
~ relevant product markets ‘consisting ¢ o

particular use of uses by groups
buyers of the’ product for which a
hypothetical monopolist would
proﬁtably'-.and'separately impose
least a*'small bat- mgniﬁcant and
nontransitory increase in price.

For each product market in which o
_ both merging firms participate, the . -
" Agency will determine the geographic g
market or markets in which the ﬁrms
~ produce or sell. A'single firm may -
.operate in & number of different
geographic markets. -
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Absent price dxscnminauon. the Kl
Agency will delineate the geographic
market to be a region such thata - -
hypothetical monopolist that was the - -
only present or future producer of the .
“relevant product at Jocations in that -

" region would profitably impose at least

.. a*“small but significant and- -

nontransitory” increase in price, holding
constant the terms of sale for all :
products produced elsewhere. That is,
assuming that buyers likely would -

- respond to a price increase on products -
produced within the tentatively
identified region only by shifting to
products produced at locations of -
production outside the region, what
would happen? If those locations of

production outside the region were, in - . |

“the aggregate, sufficiently attractive at
their existing terms of sale, an attempt
. to raise price. would resultin a reducﬂon
in'sales large enough that the price °
increase would not prove profitable, and
the tentatively identified geographic
area would prove to be too narrow. L
In defining thé geographic market or .
"markets affected by a merger, the - -~ - .
Agency will begin with the location of
- each merging firm (or each'plantof a -
multiplant firm) and ask what would -
happen lf '3 hypothetical monOpollst of




RN i ERIEEEE AT H
e et et e i e it e pimiv it .
. . t * . -

.- relevant prod erging _
= lo¢ation would not find it profitable to
such an increase in price. then - .

the relevu\t prodnct at that point

- - - imposed at least & “small but
. andnnnu-amitory"lnaeaseinpﬁce.ht
" the terms of sale at all other Jocations -

remained constant. If, in response to the
price increase, the reduction in sales of -

- .thepmductnﬁatlocaﬁt?:&ddbe
* large enough that a hypothe
I monopoliztpmducingorselhngﬁthr;n .

uct at the m

impose.
the Agency will add the locatwnﬁ-om
which production is the next-best '

substitute for production at the meiging -

firm's location. .

.- In considering the likely reaction of .
. buyers to a price increase, the Agency -
- will take into account all relevent

evidence, including, but not limited to,
the following:
{1) Evidence that buyers have shlfted
or have considered shifting to relative
es in price or other competitive
variables; ~
{2) Evidence that sellers base business
decisions on the prospect of buyer

. substitution between geographic

locations iri response to relative changes

. in price or other com feﬂtwe variables;
- o

{3} The influence of downstream -

: . competition faced by buyers in their
- output markets; and -

{4) The timing and coéts of switching
suppliers.
e price increase quesuon is then 4

* ;. asked for a hypothetical monopolist
- . controlling the expanded group of '_ .

locations. In performing successive
iterations of the price increase test, the

. hypothetical monopolist will be - =i
"assumed to pursue maximum profits. in
" deciding whether to raise the price at -
- any or all of the additional locations
"%, .- underits control. This process will -
~.Z'F “continue until &
s ,‘.‘ldehtiﬁadmchﬁmtahypotheﬂ v
{ manopolist over that group oHoatiom
.would profitably impose at les ; .

poflncatimia~

E parti

chng!ngdlﬁucntpﬂmneto{
'tnnopm-hﬂcnmfortheume :
product to buyers in different areas, for
~-example—~would not be profitable fora
hypothetical monopolist. However, if a
hypotheﬁcd

”lnd prlce

“mmodtmym")w’ howould .
“not tedpriminuuuby
-subcﬁtuﬁng!ommdhnntuﬂm

response to & “small but significant and

increage for the

'relwmtprodutg.ﬁ:di!othsbuym

likely would not purchase the relevant

. product and resell to targeted buyers,!2
- then a hypothetical monopolist would
profitably impose a discriminatory price
increase. This is true even where a

{ncrease would cause such

genersl price
- significant substitution that the price -

- increase would not be profitable. The

Agency will consider additional

c markets consisting of -
ar locations of buyers for which
ptical monopolist would
proﬁtably and separately impose at
‘least a “smal! but significant and
nontransitory™ increase in price.

1.3 Identificotion of Firms that

; Parﬁqipa‘tq in the Relevant Market

1.31 Current Préducers or Sellers

The Agency's identification of firms
thnt participate in the relevant market -
begins with all firms that currently

- produce or sell in the relevant market. -
- This includes vertically integrated firms-

to the extent that such inclusion
accurately reflects their competitive
signiﬁcanu in the relevant market prior
- 'to the merger. To the extent that the -

m le;m'l‘hai Partlcipam'l‘hmugh
Supplym v

response . -°
unpmﬁtable).thltﬂmwmmbe
considered to be & markét

costs of entry and exit will be
cumidcedlnentrymdyds.&em

daphymcntoftheuuuhouhidcm :
relevant market, /.e.; costs uniquely
inumedtowpplythenlwnntpmduct
and geographic market. Examples of

_ investments in production facilities, .-

increase in the relevarit

" context; & “small but lwﬁmnand
- nontranaitory”

wwmh. ,‘:
determined in :

is determined in product m
deﬂnlﬁon.exceptthepﬂmm .
be assumed to iast one o

' instances, it nay be ¢
analynil under Section 1.1 indicates that . sunk wuhm

.~ used, reconditioned or recycled goods
., are included in the relevant market,




b tension; the potential for proc
Substifution or extension ma
pecessitate treating as mark

nroduce the relevant prodiict, 247 <

BHIf a firm has existing assets that likely

jwould be shifted or extended into” "~*
iproduction and sale of the relevant
fproduct within one year, and without + -
ncurring significant sunk costs of entry
cand exit, in response.to a “small but .~

Ysignificant and nontransitory” increase -

in price for only the relevant product, .
the Agency will treat that firmas a-.
market participant. In assessing whether
§a firm is such a market participant, the -
L Agency will take into account the costs
of substitution or extension relative to
'-lhe profitability of sales at the elevated
g Price, and whether the firm's capacity is
BB clsewhere committed or elsewhere so
i¥ profitably employed that such capacity
 likely would not be available to respond
J-12.8n increase in price in the market.

:1.322 Obtaining New Assets for
:Producyon or Sale of the Relevant -
Product S >

po A firm nay also be-able to enter into
- Production o1 sgle in the relevant -~ -
. market within ore year and without the

g * Under other mlyll;ll;;vnuchu. -’r(‘x-iut;ﬁén
F, Substitution sometimes has been rfloctod In the
P description of the'product market. Por example, the

f. Product market for stamped metal poducts such as

, Sutomabile hub caps might be descrived as “light

‘metal stamping,* a production proces rather than a
¥'Product. The Agancy believes that the pproach
'ﬂmbed In the text provides a more clarly .
 meused method of incorporating this facor in
3 m’”" analysis. If production substitutjo: among a
oy of products is nearly universal among the - .-
., s selling one or more of those products, ;- -
E dene ot the Agency may use an aggregate .
 convenienes v Pk a8 malterof

e
¥

participants firms thqt do no currently

" The Agency fioi'xiially ‘will calculat

‘market shares for all firms (or plants) .-

identified as market participants in.

.. - capacity currently devoted to the "'
- relevant market together with that

;. Section 1.3 based on the total salesor -~

. which likely would be devpted to the ‘

. relevant market in response to a.”small

- but significant and nontransitory” price -
increase. Market shares can be -
" expressed either in dollar terms through

" ; ., measurement of sales, shipments, or - -

production, or in physical terms through

. measurement of sales, shipments,

. production, capacity, or reserves.’

- Market shares will be calculated using e
* assigned to a country or group of -

. the best indicator of firms’ future -
competitive significance. Dollar sales or
- shipments generally will beused if firms

- are distinguished primarily by

differentiation of their products. Unit
sales generally will be used if firms are
distinguished primarily on the basis of
their relative advantages in serving
different buyers or groups of buyers.

~ Physical capacity or reserves generally

will be used if it is these measures that
most effectively distinguish firms.15
Typically, annual data are used, but
where individual sales are large and
infrequent so that annual data may be

- unrepresentative, the Agency may

measure market shares over a longer
period of time.
In measuring a firm's market share.

* the Agency will not include its sales or
" capacity to the extent that the firm's’

* capacity is committed or so profitably

" employed outside the relevant market

that it would not be available to respond

- to an increase in price-in the market.

1.42 Price Discrimination Markets

When markets are defined on the ,
basis of price discrimination (Sections

- . - 18 Where all firms have, on a fofwnl;d-looklrr,g :
. basis, an equal likelihood of securing sales, the

Agency will assign firms equal shares.

.+ to the United States are subjecttoa 7 .
quota, the market shares assigned to .
- firms in that-country will not exceed the .

amount of shipments by such firms -« - -
allowed under the quota.1® In the case "

.. of restraints that limit imports to some '
~ percentage of the total amount of the -
- product sold in the United States {i.e.,

- percentage ‘quotas), a.domestic price

* increase that reduced domestic . -

- consumption also would reduce the

volume of imports into the United

- States. Accordingly, actual import sales
~ and capacity data will be reduced for -
* purposes of calculating market shares, -

Finally, a single market share may be

countries if firms in that country or
group of countries act in coordination.

15 Concéiztmtioh_ and Market Shares

. Market concentration is a function of
the number of firms in a market and
their respective market shares. As an -
aid to the interpretation of market data,
the Agency will use the Herfindahl-

- Hirschman Index (*HHI") of market

concentration. The HHI is calculated by

‘'summing-the squares of the individual
"market shares of all the participants.t?

Unlike the four-firm concentration ratio,
the HHI reflects both the distribution of
the market shares of the top four firms
and the composition of the market.
outside thé top four firms. It also gives
proportionately greater weight to the -

" 1% The constraining effect of the quota’an the

importer’s ability to expand sales is relevant to the
evaluation of potential adverse competitive effects.
See Section2. - R o )

17 For example. a market consisting of four firms
with market'shares of 30 percent, 30 percent, 20
percent and 20 percent has an HHI of 2600 (30* +.
30* + 20% 4 20% == 2600). The HHI ranges from =~ .
10,000 (in the case of a pure monopoly) to a number
approaching zero (in the case of an atomistic
market). Although it is desirable to include all firms
in the calculation. lack of information about small

. firms is not critical because such firms do not affect
the HHI significantly. S




